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Abstract:   The present study has been conducted in the year 2010 in 
district  Peshawar  to  assess  the  impact  of  inflow  of 
remittances on household’s welfare. The concept welfare was 
measured  in  terms  of  consumption  expenditures  of  the 
household.  A sample of 60 household was interviewed using 
snowball  sampling  combined  with  the  convenient  sampling 
technique. A regression model which was a mixture of direct 
elasticity  and  semi-elasticity  was  used  to  quantify  the 
relationships.  Apart  from  inflow  of  remittances  (lnremt), 
three  control  variables  (i.e.  years  of  schooling  of  the Page 3  Oeconomics of Knowledge, Volume 4, Issue 1, 1Q, Winter 2012 
 
household’s head – edu, age of household’s head  – age & 
family size – fz) were employed to standardize the impact. 
Controlling  for  edu,  age  &  edu,  this  paper  conclude  that 
inflow  of  remittances  enhance  household’s  welfare.  All 
control  variables  have  theoretically  correct  positive  signs. 
These results were statistically significant and results showed 
no major econometric problems that can influence statistical 
inference  derived  from  the  model.      So  it  is  highly 
recommended,  in  light  of  the  present  study,  that  govt.  of 
Pakistan  should  take  all  possible  steps  to  export  labors 
abroad.    It  has  dual  positive  impacts,  one  enhancing 
household’s  prosperity  (welfare)  and  other  reducing 
unemployment at local level. 





Remittances,  the  transfer  of  money  or  goods  by  the  foreigner  or 
worker abroad back to home, play vital role in uplifting the welfare of the 
households. It is not only a source of foreign exchange but also useful for 
eliminating  poverty  and  income  inequality  especially  in  less  developed 
countries  (LDCs).  Remittances  are  used  to  finance  daily  consumption 
expenditures or precautionary needs. Some people use it for setting up 
small  and  medium  type  businesses  which  further  increase  income 
through  multiplier  effects.  At  macro  level,  remittances  are  used  to 
finance  the  deficit  in  balance  of  payment.  It  also  helps  reduce 
unemployment through migration of labor abroad.  
The  ratio  of  remittance  to  GDP  is  increasing  in  LDCs  due  to  high 
migration of labor. The effects of such labor migration & increasing ratio 
of remittances to GDP can be manifolds from both micro and macro point 
of view. At macro level, it helps in reducing unemployment & poverty, 
stabilizing  exchange  rate  through  availability  of  sufficient  foreign 
exchange stock, fulfilling the trade deficit and so on. At micro level, it Page 4  Oeconomics of Knowledge, Volume 4, Issue 1, 1Q, Winter 2012 
 
enhances household’s standard of livings thereby increasing welfare. As 
migrants’ families receive remittances it shifts their demand curves to the 
right  overall  for  both  durable  and  non-durable  goods  which  obviously 
improve their level of living. 
Migration of workers from Pakistan to other countries of the world 
have  a  long  history.  However,  a  large  scale  migration  of  skilled  and 
unskilled workers especially to Middle East has taken place in 1970’s. At 
present, Pakistani workers are working all over the world, especially in 
the Gulf, Europe and USA.  
Relevant  literature  substantiate  the  importance  of  remittances  as 
one major and important injection to the economy of LDCs, Pakistan is 
no exception to it. (Amijd 1986) has found Pakistan as one of the major 
labor exporting countries including India, Srilanka, Bangladesh, Thailand, 
and Philippines. The study has assessed that Pakistan economy depends 
very heavily on remittances from abroad. (Burki 1995) has assessed that 
During 1975-85 almost $ 20 billion were sent to Pakistan by the migrants 
which is very huge amount. In 1982-83 $ 2885.67 million were sent, that 
is, 9.39 percent of the GDP according to (Shah 1995). 
The  impacts  of  remittances  have  been  analyzed  from  various 
dimensions,  e.g.  (Orozco  and  Fedewa  2005)  studied  impact  of 
remittances  on  financial  institutions,  and  concluded  that  inflow  of 
remittances  through  banks  have  multiplier  effects  on  financial 
development  &  thus  on  economic  growth  and  development.  (Brown 
1994)  analyzed  the  impact  of  remittances  on  income  and  savings  in 
Specific  Island.  They  concluded  that  it  promotes  small  business  and 
assets. (Adams and Page 2003) evaluated link between remittances and 
poverty  eradication  based  on  cross-countries  data.  They  confirmed 
significant impact of remittances on poverty reduction.  
Mundaca  (Mundaca  2005)  analyzed  impact  of  remittances  on 
economic growth after  controlling  for financial development for Central Page 5  Oeconomics of Knowledge, Volume 4, Issue 1, 1Q, Winter 2012 
 
America, Mexico and the Dominican Republic based on time series data 
1970-2003.  She  concluded  that  remittances  have  significant  positive 
impact on economic growth. (Giuliano and Ruiz-Arranz 2005) gathered 
data on impact of remittances on financial development of 100 countries 
from  1975-2003.  They  concluded  that  remittances  are  useful  in 
promoting growth in financially less developed countries. 
(Burney  1987)  investigated  impact  of  worker’s  remittances  from 
Middle  East  and  Pakistan’s  GNP  growth  and  other  macroeconomic 
variables.  He  concluded  that  worker’s  remittances  helps  in  reducing 
current  account  deficit  and  foreign  debt  burden.  It  promotes  national 
income  growth.  (Siddiqui  and  Kemal  2002)  analyzed  1993  HIES  data, 
concluded that increase in poverty level in Pakistan is due to decrease in 
the level of remittances. (Adam 1998) investigated use of remittances in 
rural Pakistan and concluded that it was generally used for consumption 
purposes but not for investing in businesses. (Alderson 1996) concluded 
that  rural  Pakistanis  invest  remittances  in  real  estate  business  like 
purchase of lands and buildings.  
(Amijd  1986)  used  the  data  from  the  survey  of  ILO/ARTEP  Phase 
second migration 1986 & analyzed the role of remittances in Pakistan. 
They  concluded  that  major  portion  of  aggregate  consumption  and 
residential investment is financed from remittances. They confirmed the 
positive and significant impact of remittances on growth rates in whole 
sales  &  retail  business,  small  scale  manufacturing,  transport  and 
communication and constructions etc. 
 
Methodology 
This  Paper  investigates  the  impact  of  remittances  on  household’s 
welfare.  Welfare  is,  indeed,  a  subjective  phenomenon  and  can’t  be 
directly measured. It can be observed while using some proxy variables 
e.g. household’s standard of livings & household’s consumptions. Since Page 6  Oeconomics of Knowledge, Volume 4, Issue 1, 1Q, Winter 2012 
 
the term welfare and household’s standard of living share many common 
properties especially in terms of measurement difficulty, the study has 
used  later  indicator  (i.e.  households’  consumptions)  as  a  proxy  for 
welfare. The most appropriate variable for capturing welfare is arguably 
consumption (Deaton 1997)  
Household’s consumptions as representative for household’s welfare 
can be affected by other  variables such as family size, education, and 
household’s  age.  Controlling  for  all  such  variables  we  have  assessed 
welfare  implications  of  inflow  of  remittances.  These  relationships  are 
expressed as follows: 
Wc = f (lnremt, fz, edu, age)                                                       (1) 
Where  
wc =  log of the Household’s consumptions per month (Proxy for welfare) 
lnremt = log of Inflow of remittances from abroad ( measured on per 
month basis) 
fz   = Household’s Family size  
edu = years of schoolings of household’s heads. 
Age = age of household’s head ( indicator for matuirty) 
 
  All  the  variables  other  than  ―lnremt‖  are  control  variables  to 
standardize  the  impact  of  household’s  inflow  of  remittances  on  the 
household’s consumptions (proxy for welfare).  
  The function (1) is expressed in the following Model (2): 
Wc = β0 + β1lnremt + β2fz + β3age + β4edu +Ui                                       (2) 
Where the random term has been assumed normally, independently 
and identically distributed (i.e iid~N(O,δ).  The Model (2) is estimated Page 7  Oeconomics of Knowledge, Volume 4, Issue 1, 1Q, Winter 2012 
 
using ordinary least square (OLS). (Ramsey 1969) has assumed that if 
the residuals of the model are not normally distributed, even the model 
may  suspected  for  incorrect  specification.  In  view  of  this  suspicion  of 
misspecification  and  heteroscedasticity  about  model  (2)  Ramsey’s  test 
has  been  applied  for  appropriate  diagnostic  and  corrected  measure  as 
follows. 








p  are  the  squared,  cubic  …pth  power 
estimated  wc  from  the  model  (2)  &  ξ  is  the  error  term.  Model  (2)  is 
restricted model (3) is unrestricted model, obtain Residual sum of square 
from  restricted  model  (RSSr)  &  and  Residual  sum  of  square  from 
unrestricted model (RSSur). Calculating  F-test by: 
     
      F =                                           (4) 
F-test  described  in  (4)  has  chi-square  distribution  with  n  –  k  –  3 
degree of freedom; ―m‖ denotes number of restrictions.  If F-calculated 
greater  than  F-Critical  (Chi-square  here)  we  reject  Ho  of  correct 
specification and conclude that there is miss-specification in our model.  
The presence of heteroskedasticity also makes the OLS estimates of 
model inefficient and hence inference drawn would be invalid. So model 
(2)  has  also  been  tested  for  possibility  of  violation  of  assumption  of 
homoskedasticity  using  (Breusch  and  Pagan  1979)  Lagrange  Multiplier 
(LM)  Test.  The  key  steps  involved  are:  first,  estimating  the  square 
residuals (RES
2) from model (2) and then running the following model 
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RES
2 = γ0 + γ1lnremt + γ2fz + γ3age + γ4edu +V                    (5) 
Our  null  hypothesis:  H0:  γ0=  γ1=  γ2=  γ3=  γ4=0  i.e.  there  is 
homoskedasticity. Test statisitc is LM-test from model (5) which is LM  = 
n*R
2,  distributed  as  chi-square  with  p  –  1  degree  of  freedom,  p  =  5 
here. If LM-statistic is greater than chi-square critical, we accept H1 & 
conclude that there is heteroskedasticity in the model (2) and vice versa.  
The  data  on  the  above  variables  was  taken  from  60  households. 
Since exact population of families with labor force working abroad was 
unknown, so snowball sampling technique was combined with convenient 
sampling  to  get  the  requisite  data.  The  survey  was  conducted  in 
Peshawar District as a whole.  
 
Results and Discussions 
First, we have estimated Model (2) by ordinary Least Square (OLS) 
and  the  estimated  results  are  reported  in  the  Table  NO-01.  All  the 
variables  have  correct  signs  and  significant  at  conventional  probability 
level. The coefficient of remittances (i.e. lnremt) is the direct measure of 
elasticity & it shows that one percent increase in inflow of remittances 
will increase household’s welfare measured by consumption expenditure 
by 2.72% (Table 01) 
Table 01—OLS Estimates of Model (2) 
 
Variables  Co-efficient  Std. Error  T-values  Probability 
Constant  6.415272  1.058362  6.06  0.0000 
Lnremt  0.272  0.113  2.42  0.0185 
Edu  0.015  0.0071  1.83  0.0717 
age  0.013  0.002  4.84  0.0000 
fz  0.054  0.013  4.09  0.0001 
R
2 = 0.86, Adj R
2 = 0.85  F = 90.63 (P=0.0000)    Page 9  Oeconomics of Knowledge, Volume 4, Issue 1, 1Q, Winter 2012 
 
 
The co-efficients of edu, age, & fz measure constant proportional or 
relative  change  in  ―wc’  for  a  given  absolute  change  in  the  value  of 
explanatory  variable  i.e.  edu,  age,  &  fz.  These  coefficients  are  in  fact 
semi-elasticities. To convert them into traditional elasticity concept, we 
need to multiply average edu, age, & fz with their respective coefficients. 
Our results are according to a priory expectation e.g. edu (no, of years of 
schooling  of  household’s  head)  has  positive  effects  on  consumptions 
expenditures  (proxy  for  household’s  welfare).  Age  of  household’s  head 
and  family  size  have  also  positive  effects  on  household’s  welfare 
measured by consumption expenditures.  
Model (2) has been estimated using OLS techniques, which are Best 
Linear unbiased (BLUE) estimators if certain assumptions hold otherwise 
estimates will no longer be helpful to use for policy purposes. The results 
of  (Breusch  and  Pagan  1979)  Lagrange  Multiplier  (LM)  Test  has  been 
given  in  (Table  02)  in  which  LM-test  is  less  than  chi-square  critical 
values. i.e. LM Test or B-P test = n*R
2 = 60*0.021= 1.2 & chi-square 
critical value = 7.82,  as LM < Chi sq critical values, we accept H0, that is 
there is Homoscedasticity.  
 
Table 02—Breusch-Pagan Test For Model-02 (Residual Sum of Square is 
Dependent Variable) 
 
Variables  Co-efficient  Std. Error  T-values  Probability 
Constant  -0.175  0.270  -0.646  0.520 
Lnremt  0.018  0.028  0.656  0.514 
Edu  -0.00045  0.0019  -0.22  0.821 
age  0.0004  0.0007  0.58  0.561 
fz  -0.002  0.0034  -0.407  0.68 
R
2 = 0.021,  F = 0.30 (Prob = 0.870)    Page 10  Oeconomics of Knowledge, Volume 4, Issue 1, 1Q, Winter 2012 
 
 
Next  important  OLS  assumption  is  the  correct  specification  of  the 
model. If model is miss-specified either by missing candidates’ variables 
or including non-candidates’ variables or it has incorrect functional form, 
than it again inference will not be valid. Ramsey’s test has been used to 
test specification of the model. Various ―p‖ terms were introduced in the 
model but were insignificant. The results in Table-03 contains p = 2 only 
because  most  empirical  research  have  reported  that  p=2  is  useful 
(Asteriou 2007). The value of F-statistic & Log Likelihood Ratio given at 
the top of Table-03, and the variables 
2 and 
3  are insignificant, it 
shows that model is correctly specified (Table 03) 
 
Table 03—Ramsey’s Test for checking Specification Bias 
 
 
Overall model (2) or estimates presented in Table -01 can be used 
for inference purpose because the model has correct specification based 
on Ramsey’s test and has homoskedasticity. The estimates of model (2) 
are BLUE (i.e. Beast Linear and Unbiased Estimates).   
F-Statistic = 0.0091 (Prob = 0.991)  Log  Likelihood  Ratio  =0.021 
(Prob=0.98) 
Variables  Co-efficient  t-value  P-value 
Constant  84.16  0.142  0.887 
Lnremt  7.22  0.136  0.892 
Edu  0.37  0.136  0.892 
Age  0.36  0.137  0.892 
Fz  1.45  0.141  0.892 
2 
-2.52  -0.131  0.895 
3 
0.082  0.131  0.895 
R
2 = 0.86  Adj R
2 = 0.85 Page 11  Oeconomics of Knowledge, Volume 4, Issue 1, 1Q, Winter 2012 
 
Conclusion and Recommendations 
 Overall conclusion is the positive impact of inflow of remittances on 
household’s welfare. Other control variables such as year of schooling of 
household’s head (edu), age of household’s head (age) and family siz (fz) 
has  correct  sign  to  our  priory  expectations.    Edu,  age  and  fz  effect 
household’s  welfare  positively.  ―Edu‖  and  ―age‖  are  in  fact  maturity 
indicators  &  maturity  often  links  to  rational  decisions  and  enhance 
household’s welfare. Whereas high family size means more labor force, 
and more income which in turn positively effects household’s welfare.  In 
the light of the study, it is recommended that govt. of Pakistan should 
take  initiative  to  explore  job  opportunities  abroad  for  its  increasing 
populations;  it  has  dual  effects,  first  it  will  decrease  the  pressure  in 
domestic labor market and, secondly it will promote prosperity or welfare 
of the concern families even in short run as these families will be able to 
afford  more  quantity  and  better  quality  of  goods  and  services.  At  the 
macro level the inflow of the remittances will increase the volume of the 
foreign exchange reserves, which in turn will shape the expectations of 
the  entrepreneurs  positively  and  also  has  a  good  impact  on  stock 
exchange. Maximum facilities in terms of widespread banking windows, 
quick transfer and 1%, for instance, in Pakistani rupees on all transfer 
will greatly influence the volume of remittances and its transfer through 
official channels rather than the Handi System. 
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